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How to Efficiently Organize a 


Property Management Business 


Here is a step-by-step account 
of how a large management firm 
is set up for smooth operation 


ECAUSE of rapidly changing con- 

ditions and the obstacles besetting 

landlords today, owners through- 
out the country are coming to the reali- 
zation that property management re- 
quires the highest type of managerial 
skill. More and more they are delegat- 
ing this phase of real estate ownership 
to specialists. Particularly does this ap- 
ply to banks, insurance companies and 
other lending institutions which have 
become unwilling owners. 


What is good property management? 
What constitutes a proper organization 
for a management firm? How should 
it function? What fundamental poli- 
cies must be followed in the successful 
operation of income properties? 

Perhaps the clearest method of an- 
swering these questions is by citing a 
specific example. But first let us analyze 
the fundamentals of successful manage- 
ment in any line of business. 

The management of any business en- 
terprise is charged with the following 
responsibilities: 

1. Gathering full information on the 

business. 

Formulating result-producing poli- 
cies based on the information 
gathered. 

Initiating these policies as quickly 
as practicable after they have been 
determined upon. 


By GEORGE W. WARNECKE 


4. Following through and seeing that 
the policies are being correctly ap- 
plied. 

Keeping a proper record of the 
progress made. 





— purpose of this article is 
not to attempt to tell you 
how to make money in property 
management but to describe ex- 
actly how a very large manage- 
ment firm in the New York City 
area has built its organization, 
delegated authority and respon- 
sibility and shared the duties of 
what is at best a rather complex 
business full of details and rou- 
tine tasks. Summer is usually 
the time for short courses in this 
and that subject, particularly 
banking matters. So if you are 
a city lender interested in prop- 
erty management, you can con- 
sider this as our contribution on 
how-it’s-done-and-why. Mr. W ar- 
necke is president of George W. 
Warnecke & Company of New 
York, MBA members. 





Now let us see how these fundamen- 
tals apply to the management of prop- 
erty_of the income type. In general 


terms property management is charged 
with the following: 

1. To employ, train and supervise an 
efficient staff for the operation of 
the building. 

To carry on frequent inspections to 
prevent depreciation and suggest 
replacements or alterations neces- 
sary to maintain and increase the 
earning power of the property. 
To attend to the making of repairs, 
decorations and alterations. 

To establish proper rental prices. 
To conduct a vigorous campaign 
for tenants. 

To originate and conduct result- 
producing advertising. 

To maintain the caliber of the ten- 
ancy through a careful check of 
prospective tenants. 

To renew expiring leases at correct 
prices. 

To draw and interpret leases. 

To keep a close watch on taxes and 
assessments and file protests if 
these are excessive. 

To pay all taxes, purchase all ma- 
terials and supplies necessary for 
management and operation of the 
building, securing all discounts and 
commissions for the owner. 

To adjust tenants’ complaints and 
create their good will. 

To bill all tenants for rents and 
other charges due and collect these 
amounts. 

To institute any legal proceedings 
necessary in the operation of the 
building. 

To keep accurate accounting rec- 
ords and render detailed operating 
statements. 
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Suppose we now analyze the type of 
organization needed to carry on the 
operations enumerated here. And, in 
order to have a concrete example, let 
us take an organization that has long 
been active in the management of large 
apartment building, office building and 
hotel properties in the New York City 
area. We will pass by the years of de- 
velopment with their attendant “grow- 
ing pains” until we reach the present 
period, where all the departments are 
established and efficiently manned. 

First, there is the executive depart- 
ment. It is made up of the officers of 
the agency under the leadership of the 
president. Further, the president is for- 
tified by two vice-presidents, one head- 
ing the brokerage department and the 
other the management department. The 
departments which do not come under 
these major headings are under the di- 
rect personal supervision of the presi- 
dent. Thus the president directs the 
entire office personnel, through an office 
manager; directs appraisals through an 
appraiser; directs advertising through 
an advertising agent; publicity through 
a publicity director. He also directs the 
insurance department, which functions 
as a separate business-getting division of 
the organization. All of these have 
direct inter-departmental relationship. 
Last, but not the least of the president's 
duties, is to stimulate and secure new 
business for the agency, such as addi- 
tional property to manage and broker- 
age deals. This is done through con- 
tacts with owners and principals, which 
in turn is accomplished both by per- 
sonal effort and with the aid of the 
entire staff. 

Second, there is the brokerage depart- 
ment. It is headed by a vice-president. 
Under the vice-president’s direction 
and under the supervision of a manager 
of the brokerage department are the 
sales department, mortgage department, 
branch offices and the local renting 
offices in new buildings, the brokerage 
department being responsible for all 
renting done in a new building before 
completion. Also under the direction of 
the vice-president in charge of broker- 
age are the renting brokers. These are 
divided into four groups, apartment 
renting, store renting, office renting, 
and the negotiation of new leases of en- 
tire buildings. 

When a building is completed and is 
actually in operation, with tenants mov- 
ing in, or a completed building is turned 
over for management, it is taken in 
charge by the management department. 

Third, there is the management de- 





PERSONAL: TO A 
CERTAIN MEMBER 


To that certain MBA mem- 
ber who complained last winter 
that the Conventional Loans 
subject at the Cincinnati Clinic 
wasn't covered nearly as fully 
as he would have liked (he was 
strong for what there was of it, 
however), we want to an- 
nounce that at the annual con- 
vention in New York this Oc- 
tober he will have no further 
cause to complain. Conven- 
tional Loans will be discussed 
from every conceivable angle 
by the most competent men in 
mortgage banking qualified to 
discuss them. So again—to that 
certain MBA member — here’s 
our advice: Be sure you're on 


hand in New York in October. 











partment. It is under the direct super- 
vision of a vice-president. Generally 
speaking, it is his function to keep 
rented the buildings managed by the 
agency and to maintain them in the 
highest possible state of perfection, 
consistent, of course, with the character 
of the building and good business 
practice. 

The vice-president has direct contact 
with the accounting department, tenant 
contact or service department, the credit 
and collection, and purchasing depart- 
ments. The management department is 
divided into two main divisions, man- 
agement renting and operating. Renting 
is considered a part of management, 
with the exception of new buildings 
where leases are made through the 
brokerage department. Of course, many 
leases may be negotiated by brokers in- 
stead of district management men, but 
before a deal is closed to the point of 
presenting a lease to an owner for his 
signature, it first must pass the manage- 
ment department, the heads of which 
are there to protect the owner's inter- 
est, to see that the deal is advantageous 
to him as well as satisfactory to the 
tenant. Over all such renting transac- 
tions, the vice-president in charge of 
management supervises direct control 
through the aid of a renting manager 
and the district management men who 
work under him. 

Fourth, there is the operating depart- 
ment. An operating manager, in per- 
sonal charge of the operating depart- 


ment, works under the direct supervi- 
sion of the vice-president in charge of 
management. Under the manager's 
supervision falls the responsibilities of 
physically maintaining the buildings. 
He is aided in this work by engineers 
who make frequent and careful inspec- 
tions of every part of every building in 
order to keep them at the highest pos- 
sible operating standard. 

Under the operating manager and 
through the district management men is 
placed the direct supervision of the 
various building superintendents, who 
in turn direct the building operating 
staffs. The operating manager also 
supervises the purchasing department 
and repairs and alterations department. 

Each district manager has general 
supervision over all phases of manage- 
ment of the group of buildings under 
his charge. Thus he must be a combina- 
tion of engineer, salesman, diplomat 
and general executive, for he must ad- 
vise the superintendent in the mechanics 
of building operation, handle relations 
with tenants and be able to discuss the 
general operations of the property with 
the owner. 

The district manager handles his own 
renewals of leases and settles the details 
of the decorations necessary, collects 
rents, or rather, is responsible for col- 
lections, supervises payrolls, makes out 
purchase orders to purchasing depart- 
ment on requisition from superinten- 
dents and generally supervises the work 
of the building employees. 

Most rental payments naturally will 
be by check to the main office, but each 
afternoon the district manager should 
get a list of payments and rentals cue. If 
personal calls become necessary, he 
makes them. He also keeps the office 
informed about special reasons for de- 
linquencies and is relied on for informa- 
tion that will determine the collection 
procedure in special cases. 

The superintendent of each house, 
provided he has proved himself capable, 
normally chooses his own house em- 
ployees. The district manager does, 
however, have authority to order the 
discharge of an employee should that 
become necessary. 


The district manager is required to 
visit each of his buildings every day, to 
handle daily matters of all sorts and to 
give the building a daily inspection. 
Once a week he makes a detailed. in- 
spection of the entire building, from 
roof to basement, checking all manner 
of details about general operation and 
condition of equipment. The district 

(Continued page 4, column 3) 
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Factors You Must Consider in 
Valuing Income Property 


You may differ as to details 
but there are certain general 
rules that must be followed 


F there is one phase of mortgage 

banking that one might logically 

expect uniformity of opinion, prac- 
tise, thinking and operation it is prob- 
ably the appraisal and valuation end. 
Mortgage bankers generally are familiar 
with the many different concepts and 
theories in use today governing what 
course to follow in evaluating real 
property. Yet the surprising thing is 
that mortgage men do not always fol- 
low what the text books say. 

In this article two mortgage bankers 
relate some of their own ideas about 
valuation of income property. The 
view of the first lender is, as he says 
himself, not likely to attract-a full 
agreement from all mortgage men. 

Max Guillot, president of the Guillot 
Mortgage Co. of Dallas, writes: 

“In valuing income property, we put 
only one item on the credit side; and it, 
therefore, gives us considerably less 
trouble than the items on the debit side. 
The apparent simplicity of this part of 
the problem is, very often I think, a 
temptation to gloss over it and not give 
it the time, thought, and attention it 
deserves. It might seem easy to ascer- 
tain the income from a piece of prop- 
erty merely by asking the owner or the 
tenant, but it doesn’t work out that way. 

“From my own experience I have 
found that there is at least the possibil- 
ity of collusion between property owner 
and tenant to deceive the loan appraiser. 
Therefore, when securing this informa- 
tion from the owner and the tenant, I 
always listen with a skeptical ear. After 
we have once learned the correct rental, 
we must adjust that income for the 
‘long pull,” or what we feel it will av- 
erage over a term of years. 

“After we have decided the gross in- 
come that the property should bring 
over the next few years, we then have 
the tedious problem of charging it with 
all of the expenses and charges that in- 
come property is subject to. It is easy 
to find out what the insurance and taxes 
are now, but we must also determine, 
or at least try to determine, what they 


will be in the future. Tax burdens are 
increasing in some parts of every com- 
munity and decreasing in other parts. 
In some 80 per cent to 100 per cent 
areas, I think we can safely say that we 
can not expect any reduction of taxes. 
The trend seems to be towards increased 
taxes. This will increase the burden on 
the real estate in question, and result in 
a lower net valuation. An attempt 
should be made to estimate, at least par- 
tially, what this increase in tax burden 


will be. 


Insurance Factor 


“On the other hand, insurance pre- 
miums have been tending downward for 
the last several years, and I anticipate a 
continuation of this trend. To be en- 
tirely accurate, we would have to know 
what the insurance would be over the 
term of years to which we are capitaliz- 
ing the investment. I think we could 
safely presume that the insurance rate 
on a given piece of property should, 
for the next 20 years, average at least 
from 10 per cent to possibly 20 per cent 
less than it is at present. This item has 
some importance, although not a great 
deal. 

“Although I have never read an ar- 
ticle on appraisals that entirely agrees 
with me, yet I have always felt that be- 
fore arriving at a net income we should 
deduct from the gross income a depre- 
ciation on the building, based on its 
replacement cost. In other words, if we 
have a building that costs $20,000 new 
and which we feel has an economic life 
of 40 years, we should deduct from our 
net income 2!/4, per cent or $500 per 
year. I favor the straight line deprecia- 
tion to the sinking fund method, be- 
cause I believe it more nearly ap- 
proaches economic fact and because the 
average purchaser will figure his depre- 
ciation on that basis. 

“If, at the time of our appraisal, the 
building is not new, we should amortize 
the net income after deducting all ex- 
penses, taxes, insurance, depreciation, 


and upkeep on the basis of the economic 
life of the building. In other words, if 
our $20,000 building was 20 years old, 
we would not only deduct the $500 a 
year from the income for depreciation, 
but must figure that the balance or net 
income must not only pay a return on 
the investment at the rate we deem 
proper, but amortize the residue value 
of the building during the balance of its 
economic life. 

“By this method, it would be neces- 
sary to keep the value of the building 
and the ground separate during our 
analysis of value. I do not believe, how- 
ever, that this is justification for capital- 
izing the ground at a lower rate than the 
building. The rate on both should be 
amply high to assure that the value to 
be arrived at will be as nearly as pos- 
sible in line with the price at which the 
property will sell. After all, that is 
what we are trying to determine. 

“When business is at low ebb and 
properties are selling slowly, money is 
hard to get and commands a higher rate 
of return. For that reason, the rate at 
which we capitalize a building during 
times of depression should be at a high 
rate. On the other hand, when busi- 
ness is good, property is moving briskly, 
profits are good in competing lines, and 
the prospective buyer will not be in- 
duced to buy a piece of property unless 
the profit looks attractive. For this rea- 
son, we feel that in good times the rate 
of return also should be high,—higher 
than mortgage loan rates because of the 
greater risk. 

“Of course, in parts of the country 
where real estate is developing slowly 
and money brings a lower rate of return 
than it does in newer sections of the 
country, we should capitalize invest- 
ments at a lower rate than we do, say, 
in Texas. We read many articles and 
hear a lot of discussion about capitaliz- 
ing investments at 4/4. per cent and 5 
per cent, and sometimes 5!/2 per cent. 
I do not believe that the average in- 
vestor—and a man who buys income 
real estate is an investor—will be at- 
tracted to take the risks of ownership 
by these low rates. Owning real estate 
is a hazardous business. With greedy 
tax gatherers raising assessments and 
legislators always looking around for 
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more things to tax, we must assume that 
our tax burdens will be increased in 
spite of everything we can do. So, in 
view of this and the fact that investors 
are becoming increasingly hard to sell, I 
think that the net income on even the 
80 per cent to 100 per cent areas will 
have to be higher than we have pre- 
viously thought necessary. 

“I don’t believe that a prudent mort- 
gage loan appraiser should capitalize 
net income, on even 80 per cent to 100 
per cent store areas, at less than 6 per 
cent. Where conditions are not entire- 
ly favorable, a higher rate might be in 
order. I know this will sound like her- 
esy to many, but I believe our so-called 
100 per cent downtown retail shopping 
areas are going to be subjected to still 
further deflation of value due to decen- 
tralization. Most of these districts are 
stable now, but will I believe, deteri- 
orate in the future. I would rather 
capitalize the net income of an excel- 
lently-located suburban store at 6 per 
cent than a downtown store in the so- 
called 100 per cent area. Our traffic 
problem is just that important to the 
downtown areas. Of course, if the 
trafic and parking problems of the 
downtown areas are solved, this defla- 
tion would be avoided. But until we can 
see some concrete evidence of these 
problems being solved, you had best not 
anticipate it.” 

The other view is that of Philip V. 
Jewell of the Quinlan and Tyson Mort- 
gage Corporation of Chicago. He 
writes: 

“Interest is rent paid for the use of 
money. The interest rate must be one 
commensurate with the risk and one 
which will attract capital to the particu- 
lar type of investment. Investors are en- 
titled to, and expect, two things: Ade- 
quate payment for the use of their capi- 
tal and the repayment of this capital 
some way, somehow, sometime 

“In appraising income-producing prop- 
erty the utmost care must be taken in the 
selection of the proper capitalization rate, 
as a reduction from 7 per cent to 6 per 
cent makes a difference in the capitalized 
value of over 14 per cent. 

“While there is no substitute for sound 
judgment and experience, there are vari- 
ous methods that may be used as guides 
in estimating and justifying capitalization 
rates. One much used guide is the Com- 
parative Method. Recent transactions are 
analyzed and the going rate of capitaliza- 
tion is found by dividing the net incomes 
by the prices paid. 

“There are a number of so-called built- 
up capitalization rate theories. In all of 
these theories, the capitalization rate is 





SO YOU THINK IT'S 
TOO EARLY, DO YOU? 


We don't think it’s too early 
even though it is still three 
full months until MBA's annual 
convention opens in New York. 
Not too early, anyway, to make 
your plans to be there. If you 
haven't made up your mind to 
attend, then before you go any 
further with summer vacation 
plans, might we suggest that 
you make your vacation a trip 
to New York at the time MBA 
is holding its annual conven- 
tion? The dates are October 1, 
2 and 3 and we will guarantee 
now that you will enjoy the 
best annual convention in 28 
years—the best mortgage meet- 
ing you have ever attended and 
the most profitable to you. 














divided into several components and is 
built up to the final rate by giving due 
consideration to each component. The 
Schmutz Concept is composed of three 
components: (a) Safe rate, or pure in- 
terest; (b) Rate for risk; and (c) Rate 
for management. 

“The safe rate is the present yield of 
long-term government bonds (approxi- 
mately 2 per cent). This represents the 
ultimate in safety and liquidity. The rate 
for risk is added to the above component 
for hazards, such as lack of liquidity and 
possibility of loss of either interest or 
capital. The rate for management is 
added for the burden of managing the 
investment. 

“Treadwell’s and True’s capitalization 
rate concepts are quite similar to the 
Schmutz Concept. Hall's Concept is 
slightly different and has but two com- 
ponents: (a) Base rate, which is the in- 
terest rate on 50 per cent first mortgage 
loans. This component includes the ele- 
ment of pure interest, non-liquidity, cost 
of management and basic risk. 

(b) The addition for equity risk. This 
actually consists of two parts, one being 
a minimum penalty factor and the other 
an adjustment to market factor. The pen- 
alty factor depends on such items as the 
amount of management required, the ex- 
tent of special purpose occupancy, the 
reliability of the income and expense 
estimates and the method used in provid- 
ing for depression. 

“The following illustrates the use of 
Schmutz’ and Hall’s capitalization rate 


concepts used to build up the capitaliza- 
tion rate for a one-story store building 
located in one of our 100 per cent outly- 
ing business districts, the store being 
rented to a strong chain on a long-term 
lease. The income and expense estimates 
are assumed to be reliable and adequate 
provision made for depreciation. 


“The Schmutz Concept is: 


OS Gn et eS 2% 
Rate for risk..___.__.___ WA% 


“The Hall's Concept is: 
Base rate (first mortgage 
AE 4% 
Risk for equity 
Minimum penalty 





TIE sccpsnistiénsstose 1% 
Adjustment to 
market ~..._- 1% 
2% 


Total Capitalization 
ane 6% 
“I recently discussed the matter of 
proper capitalization rates in 80 per cent 
to 100 per cent locations with a number 
of experienced appraisers and real estate 
operators. While there is considerable 
difference of opinion, there seems to be 
a tendency for the rate to vary from 6 
per cent to 8 per cent in our outlying 
100 per cent business locations. There 
are buyers in the market willing to buy 
Woolworth leases on a 4 to 4/2 per cent 
basis.” 





PROPERTY MANAGEMENT 
(Continued from page 2) 
manager gives especial attention to va- 
cant apartments to see that they are 

freshly decorated and clean. 

All purchases of materials and sup- 
plies are made through the main office. 
Superintendents do no buying at all ex- 
cept such as is absolutely required for 
emergency repairs. They have a printed 
form on which they make requisition to 
their district managers. The district 
manager passes or rejects these and for- 
wards those passed to the purchasing 
agent. This check gives the main office 
the chance not only to know just what 
purchases are being made, but also to 
see that reliable firms and contractors 
are used, and that the greatest advan- 
tage is taken of group buying power. 

Bills that come in to be paid go over 
the same route for checking. They are 
first approved by the superintendent, 
then by the district manager and on to 
the accounting department for payment. 


~~ = 
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Can Real Estate Tax Bills 
in Cities Be Reduced? 


“Yes” say our members in an MBA study 


N the last 15 years the average 

American city house has lost a room. 

The average city office building is 
enjoying about 88 per cent occupancy 
at the present time. 

Real estate tax bills could be cut 
about 13 per cent in 45 leading cities if 
the steps that would make this reduction 
possible would be taken by municipal 
authorities. 

These three statements reflect the 
general conclusions from three recent 
studies made in the MBA headquarters 
office based upon statistical data com- 
piled from information supplied by our 
members. 

The first statement seems to have 
been considered a little startling to the 
press of the country. From present in- 
dications it would appear that between 
800 and 1,000 newspapers will soon 
have carried the MBA release on the 
subject. As a matter of fact, the con- 
clusion isn’t particularly new in any re- 
spect because every mortgage and real 
estate man is well aware of the fact that 
families have been growing smaller and 
naturally houses have followed suit. 

The statement regarding tax bills 
also stirred up considerable attention. 
Some of this attention was of a kind 
not particularly welcomed at the MBA 
national office since it came from muni- 
cipal organizations who seemed to be- 
lieve that since we had uncovered the 
figures surely we must know what could 
be done to make the reductions pos- 
sible. Of course we do not know or 
pretend to know. We only reported the 
facts as our members reported them to 
us. The response, however, indicated 
clearly what most of us already know— 
simply that there is a growing trend 
among taxpayers to more closely scruti- 
nize what taxing bodies are doing and 
try to put them on the right track when 
they stray off the reservation. And now 
for some of the facts: 

Real estate tax bills in 45 leading 
cities would average about 13 per cent 
lower if municipal authorities would 
affect savings in operations which our 
members in these communities say they 
know could be made. 

MBA members in 81 cities were asked 
if they “knew of savings that could be 


effected in the municipal operation of 
their cities that would mean lower real 
estate taxes.” In 45 cities they declared 
they knew of definite savings that could 
be made. Opinions from the other 36 
varied. 

In 19 Southern cities nearly 74 per 
cent of the members know of savings 
that could be made and the average esti- 
mated cut in property taxes was 17 per 
cent. In 15 Eastern cities more than 
66 per cent of the members reporting 
know of economies that could be ac- 
complished and the average cut was set 
at around 13 per cent. In 11 Far West- 
ern and Mountain cities 45 per cent 
said they could effect municipal econo- 
mies and the average estimated saving 
was around 8 per cent. In 36 Middle 
Western cities 44 per cent of the mort- 
gage men answering the poll know of 
possible savings and the average esti- 
mated cut was 16 per cent. 


“Elimination of useless services” was 
the most pressing need noted in the re- 
plies. The savings that could be made 
by more efficient and business-like man- 
agement, while important, are relatively 
small compared to those that would 
result from curtailment of non-essential 
services was the expression of many. 
The need for consolidation of city and 
county governments was noted in many 
communities and some expressed the 
opinion that a city manager form of 
government was the need in their cities. 


On the other hand, many of our 
members in the 36 cities where no tan- 
gible saving is foreseen now, expressed 
the view that municipal waste had been 
pretty well eliminated in the past dec- 
ade and that such minor savings as 
could be effected would not materially 
alter the real estate tax rate. Others 
said that “only a broadening of the tax 
base will lower real estate taxes in our 
town now.” 


In one of the largest cities in the 
country, a leading MBA member admit- 
ted that no lower real estate taxes might 
be expected from obvious economies 
that could be achieved. “Yet,” he said, 
“these economies would certainly halt 
the rising tax rate.” 

And now to the we-lose-a-room study. 


According to our data, supplied by 
members in 83 principal cities, the aver- 
age new house being built today has 
five rooms, whereas 15 years ago it had 
six. 

The average 1941 house is about the 
same size throughout the country, ex- 
cept for Eastern cities where it is about 
a half a room larger. 

According to the Association study, 
the average new house in 14 Eastern 
cities has 5Y2 rooms as against 6)2 
rooms 15 years ago; in 19 Southern 
cities, 5 as against 6; in 12 Far Western 
and Mountain cities, 5 as against over 
5; and in 38 Middle Western cities, 5 
as against 6. 

As the census figures showed, Presi- 
dent Dean R. Hill of Buffalo said, the 
1930-1940 decade saw the total num- 
ber of families increase twice as fast as 
population but the number of persons 
per family decreased. Regardless of the 
population trend of the future, it is safe 
to predict that the demand for new 
houses will be accelerated by this in- 
crease in the number of families. This 
decade will also see a greater demand 
for new houses because the number of 
persons of marriageable age will be 
larger than in the previous ten years. 
‘More houses are in prospect but appar- 
ently somewhat smaller houses,” he said. 


Now for current occupancy of office 
buildings: 

The average city office building has 
more tenants today than it had at the 
end of last year, according to our data. 
Occupancy in most sections of the 
country has risen, in some areas rather 
sharply. 

Based upon reports from members in 
69 leading cities, average office build- 
ing occupancy over the country is now 
around 88 per cent as against 87 per 
cent at the end of 1940. Occupancy 
now, as compared with that at the end 
of 1940, is now 87 per cent as against 
86 per cent in 35 Middle Western cit- 
ies. For other sections the data showed: 
In 10 Eastern cities 89 per cent .as 
against 83 per cent; in 16 Southern 
cities 92 per cent as against 89 per cent; 
and in 8 Far Western and Mountain 
cities 84 per cent as against 92 per cent. 
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Frederick P. Champ Nominated to Head MBA 
C. A. Mullenix Named for Vice President 


Frederick P. Champ of Logan, Utah, 
MBA vice president, has been selected 
as the nominee for president of the 
Association for the 1941-42 term and 
Charles A. Mullenix of Cleveland has 
been designated as the nominee for vice 
president, Byron T. Shutz, past presi- 
dent of MBA and chairman of the 
nominating committee, reported to the 
board of governors at their regular June 
meeting. Mr. Mullenix is now serving 
as one of the four MBA regional vice 
presidents. 

Both nominations will be voted on at 
the annual convention in New York 
October l, 2 and 3. 

Mr. Champ’s nomination means that 
for the second time in five years MBA 
has gone to the State of Utah for a man 
to head the organization. James W. 
Collins of Salt Lake City, Utah, was 
MBA president during the 1936-1937 
term 

Mr. Champ is a banker and a mort- 
gage lender on farm, city and residential 
real estate in Utah and Idaho and will 
be the first “farm man™ to head the 
Association in nearly two decades. 
MBA, however, has strong associations 
with the farm mortgage field and was 
known as the Farm Mortgage Bankers 
Association at its founding in 1914. Mr. 
Champ is a member of the Farm Mort 
gage Committee which is active in spon- 
soring a plan to further extend mutual 
mortgage insurance to farm loans. 

He is president of the Utah Mortgage 
Loan Corporation and the Cache Val- 
ley Banking Company. He is director 
of the Salt Lake City Branch of the 
San Francisco Federal Reserve Bank, 
president of the board of trustees of the 
Utah State Agricultural College, a 
member of the Utah Centennial Com- 
mission and vice president of the Ameri- 
can Forestry Association. He is a native 
of Utah and studied at schools there and 
in Colorado Springs before entering 
Harvard in 1919. 

In recent years he served as a member 
of the Utah governor's Committee for 
the Emergency Distribution of Waters 
of Bear River in Utah and Idaho, the 
Salt Lake District Board of the RFC, 
chairman of the Governor's Advisory 
Committee on Public Welfare and 
Emergency Relief and the Utah State 
Board of Public Welfare. He has also 


been active in Boy Scout activities and 

















FREDERICK P. CHAMP 
in the affairs of the A.B.A. and Utah 


Bankers Association, particularly in ag- 
ricultural matters. An active conserva- 
tionist, Mr. Champ is widely known as 
a student of western public land policies. 
He is married and has three children. 
His wife, Frances Winton Champ, is a 
well known pianist and composer and a 
member of the Utah State Board of Fine 
Arts and a director of the Utah State 
Symphony Orchestra Association. 


Mr. Mullenix is president of The 
Cuyahoga Estates Co. of Cleveland and 
was the first president of that city’s 
MBA chapter which was organized 
after the 1937 annual convention. He 
has been active in a long list of Asso- 
ciation activities, particularly member- 
ship work. 


Farm Report 


Preceding the meeting of the MBA 
Governors was a conference of mem- 
bers of the MBA Farm Mortgage Com- 
mittee headed by S. M. Waters, past 
president of MBA. 

Mr. Waters had previously outlined, 
in a report to President Dean R. Hill, 
the group's plan to amend the National 
Housing Act to further extend mutual 
mortgage insurance to farm loans. It 











CHARLES A. MULLENIX 


contemplates a three-point revision in 


the Act. First, the present provisions 
(in paragraph D, Section 203, National 
Housing Act) pertaining to farm build- 
ings and other improvements and the 
requirement that 15 per cent of an FHA 
insured farm loan be spent on improve- 
ments, would be eliminated, as would 
the provision that it be fully amortized. 

Second, the limit for FHA farm loans 
would be raised to $25,000. Third, the 
annual amortization would be fixed at a 
minimum of 2 per cent and a maximum 
of 5 per cent. 

“The first change,” Mr. Waters said 
in his report, “would mean that FHA 
would then be in a position to insure 
farm mortgages just as it does residence 
loans. The second provision would ex- 
tend the loan amount to $25,000 and 
mean that all sizes of farm loans would 
be adequately covered. The third would 
mean that FHA insured farm loans 
would carry amortization payments 
only from 2 to 5 per cent annually and 
would be insured for periods from five 
to forty years. There are many farms 
upon which absolutely safe and satis- 
factory credit can be extended for a five 
to fifteen year period provided the loans 
are amortized at 4 to 5 per cent annually 

(Continued page 7, column 3) 
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FHA TRUST ACCOUNTS 


What is the best procedure to follow 
in handling various FHA trust accounts, 
that is FHA insure premiums, hazard 
insurance premiums and taxes? That was 
a subject prominently discussed at the 
MBA Clinics this year. Presented below 
is the view of Jno. W. Painter, vice presi- 


dent, T. J. Bettes Co., of Houston: 


The basic requirement of the FHA 
for handling FHA trust accounts is 
that they be segregated from all other 
accounts and be designated as “FHA 
Tax and Insurance Account.” The pro- 
cedure our organization uses has been 
approved by the FHA auditing divi- 
sion. Here it is: 

All payments on FHA loans are de- 
posited in an account labeled “Agency 
FHA.” The interest and principal pay- 
ments are remitted from this account to 
the various mortgagees. The FHA 
trust funds are transferred to an ac- 
count labeled “FHA Tax and Insurance 
Account,” from which all payments are 
made for insurance: premiums, taxes, 
etc. 

We use voucher checks on this FHA 
Tax and Insurance Account which pro- 
vides space for us to identify the loan 
for our mortgagee and describe the 
payment. The check voucher is made 
in triplicate. From the first copy we 
post ledger records; the second is for- 
warded to the mortgagee; the third is 
held in our pending file until the receipt 
for the payment is returned; then it is 
filed in the individual loan folder. 

In the past, the original mortgagor 
sold his property and expected us to 
refund his FHA trust account and let 
the purchaser make his own deposit. 


We now require that, when a property 
is sold, we are to be furnished with a 
certified copy of the transfer instrument 
and the seller execute an instrument 
whereby the trust account is transferred 
to the purchaser. This enables us to 
handle all future trust fund adjust- 
ments with the new purchaser. We ad- 
vise the mortgagor that the trust funds 
go with the loan and it will be neces- 
sary for them to settle for the earned 
and unearned taxes, hazard insurance 
and FHA insurance at the time the sale 
is made. 

It is, I think, the general practice, to 
refund the surplus deposits. We have 
found, by trial and error, that this is 
not practical from our standpoint of 
volume and because many of our cus- 
tomers are inclined to disagree with us 
about the amount of the refund. We 
have adopted the policy of applying all 
surpluses on subsequent installments. 
This method of application has elimi- 
nated a considerable amount of arbitra- 
tion on our part. 

The amount of the monthly payment 
on FHA loans is based largely on the 
required deposits for payment of taxes 
and hazard insurance which are con- 
trolled by prevailing rates and valua- 
tions or both. About the only difficulty 
we encounter in prorating the amount 
of these deposits is convincing the 
mortgagor that the correct sum cannot 
be arrived at by dividing the estimated 
amount by 12 (months). We figure the 
monthly deposit to be the amount esti- 
mated, less the amount on hand, divided 
by the number of months remaining up 
to 30 days prior to the due date of the 
tax or insurance payment or both. With 
the exception of our estimates for the 
first year’s taxes on new construction 
loans, our percentage of overages and 
shortages is small. We also make it a 
practice to apply all overages of $5 or 
more on the next installment; less than 
that to reduce subsequent installments. 
We have found that when applying 
over $5 on subsequent installments, and 
reducing the payments so much, we 
spent a great deal of time explaining to 
the borrower why his payments in- 
creased after the overage was absorbed. 





English building societies which do 
the mortgage business in the British Isles, 
own a total of about 1,500,000 mort- 


gages. 





In 1900 the total value of all U. S. 
farm properties was $16.600 million, and 
in 1934 stood at $31,600 million. 


F. P. CHAMP NAMED 
(Continued from page 6) 


but upon which: a longer term loan 
would be economically unsound because 
of the hazards of erosion by water, 
wind and other factors. 


“This system would require no fed- 
eral subsidy and no federal money and 
the government would stili retain all 
necessary control over rates, charges, 
types of securities issued and commis- 
sions paid. 


“It would mean a uniform standard- 
ized farm mortgage lending system with 
greater stability of interest rates in good 
and bad times. It would further mean 
standardization of inspections, apprais- 
als, mortgage documents and titles and 
would give the farm mortgage some- 
thing it has never had before—liquidity 
and marketability. All sections of the 
nation would be adequately served by 
lenders.” 


Protective Features 


Regulations covering operations of 
the system would include restrictions so 
that those without adequate mortgage 
lending experience could not make it a 
field for speculation and “mushroom” 
operations, he said. Moratorium provi- 
sions would be included so that in eco- 
nomic emergencies a previously planned 
system would begin functioning, making 
hasty moratorium legislation unneces- 
sary. 

Mr. Waters believes that as much as 
$1,250,000,000 of farm mortgage loans 
could be transferred from federal agen- 
cies to private interests under such a 
plan and further, “that the government 
would probably like to see it done.” Of 
the more than seven billion dollars of 
farm mortgage debt outstanding gov- 
ernment agencies hold about 40 per 
cent and life insurance companies about 
11 per cent. 


“The latter institutions are today 
great reservoirs of money eagerly seek- 
ing profitable investments. These com- 
panies would undoubtedly re-enter the 
farm loan field with the FHA mutual 
mortgage guarantee. This fact alone 
would make the heavy expenditures for 
defense easier to finance.” 


The MBA membership committee re- 
port, heard at the Governors’ meeting, 
showed that 78 new members have been 
admitted to MBA during the present 
Association year which ends August 
31st. The committee is headed this year 
by Herold G. Woodruff of Detroit. 
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Prophecy in Appraising 
May Be All Right but-- 


By WALTER GERHKE 


T may be true for an office doing a 

small volume of mortgage business 

and whose chief lending officer is also 
the appraiser, that he must be “a 
prophet of future conditions, an expert 
in city planning, housing, economics, and 
social conditions,” as has been stated re- 
cently in appraisal meetings and official 
publications. This theory, however, is 
not accepted generally or followed in 
practice in the larger lending institutions. 
I disagree decidedly with the statement 
made by an authority that an appraiser 
who was not a prophet was not worthy 
of the title. 


The modern manager wants his ap- 
praiser to report facts as he finds them 
when he examines the subject property. 
This report, of course, must be complete 
and should not overlook any present con- 
ditions which might have a bearing on 
the recommendation which the lending 
officer makes to his loan committee, di- 
rectors, or client who must finally ap- 
prove the amount and the terms of the 
loan 


The appraiser should not go beyond 
this point, but should leave the prophecy- 
ing and predicting to those who have the 
final responsibility for approving the 
contemplated investment or sale of prop- 
erty. Of course, I do not mean that the 
appraiser may not express any opimion 
which may be helpful in his remarks; but 
his primary job is to give his opinion of 
today’s value, not that of the future. 


This may sound like heresy to many, 
but I am speaking from the standpoint 
of offices doing a considerable volume of 
lending. In a great many cases the ap- 
praiser is given no information about the 
contemplated transaction other than the 
description of the security. He knows 
nothing of the credit standing or stabil- 
ity of the borrower, or of the terms upon 
which the loan is to be made. The modern 
lending ofhice, however, has a great range 
of services to offer; and from the facts 
reported by the appraiser, the credit re- 
port, and his own knowledge of his com- 
munity, the lending officer decides 
whether the loan should be on a 50, 60, 
75, or 90 per cent basis, and whether it 
should be amortized in 5, 10, 15, or 25 
years. 


This may involve some element of 
prophecy, but the job of doing that, and 
the responsibility, is his, not the apprais- 
er's. If the appraiser allowed his opin- 
ion of the future to affect his statement 
of the present value, there would be 
endless confusion in any well-managed 
office. This confusion would have an 
undesirable effect on the borrowing 
public. 

All this applies equally to appraisals 
in connection with the sale of real estate, 
especially for institutions. This property 
is usually in “unwilling” hands. When 
an offer is received, or a sale in view, the 
appraiser should report the present facts 
and value. The institutional owner then 
decides, through its own finance commit- 
tee or board of directors, what price and 
terms it will accept. This decision may 
be based, and usually is, upon consid- 
erations of which the appraiser has no 
knowledge. Sometimes it is the length of 
time which the asset has been on the 
books of the company. Sometimes it is 
the amount of investment charged to it. 
Sometimes it is an opinion which their 
own experts may have as to prospective 
economic conditions which may affect 
values in general. 

In the management and sale of real 
estate for a large life insurance company, 
our office has steadfastly refused to pre- 
dict a future rise or fall in values. True, 
we report facts which might have a bear- 
ing on such an opinion, but we never 
have made a recommendation which in- 
volved guessing the future unless it was 
predicted on known facts. The corre- 
spondent’s principal has this privilege 
and responsibility, and his action is the 
right one from his own point of view and 
the circumstances by which he must be 
governed. 

During 1940 our office made sales ag- 
gregating about a million and a half dol- 
lars for institutional owners at prices 
many thousands of dollars above the ap- 
praisals made only six months or a year 
prior to the sale. During that time, the 
properties were exactly the same, the 
rents had not risen, operating costs had 
not dropped, vacancies were the same— 
but market values had increased. This 
change was entirely due to general eco- 
nomic conditions affecting the supply of 


investment funds, a changed factor for 
the capitalization of income properties, 
the weakness or strength of the owner- 
ship of such properties, etc. What super- 
man appraiser could even attempt to ac- 
curately prophecy such pronounced 
changes in value? I would not want to 
manage a mortgage business whose ap- 
praiser based his report on anything but 
present facts. 

The author is president of The Mort- 
gage and Contract Company of Detroit 
and is prominent in the activities of the 
Detroit Mortgage Bankers Association. 





The debt of the larger American cities 
is dropping in contrast with a growing 
Federal debt. 

In the last year cities over 500,000 in 
population showed a decrease of $5.13 
per capita in gross debt and $4.18 in net 
debt, which excludes municipally-owned 
commercial enterprises. Cities over 300,- 
000 have been reporting per capita de- 
creases in debt for each of the last five 
years. 

The report estimated there was $175 
outstanding of municipal debt for each 
man, woman and child living in cities 
over 30,000 population in contrast with 
$179.12 in 1939. The $175 average was 
based on an estimated total gross bonded 
debt of $8,927,000,000 for the 343 
American cities over 300,000 in popula- 
tion. 

The increases reported during the first 
five years of the last decade have not yet 
been offset, inasmuch as the total gross 
debt is still 7.8 per cent and the net debt 
(excluding utilities), 5.1 per cent higher 
than in 1930. 





One well-known statistical agency esti- 
mates that building costs have gone up 
ten times as fast in the past 12 months 
as they did in the previous twelve. 





Nine states have put a ceiling on their 
real estate tax rate. 





More than one-half of U. S. national 
wealth is in land and buildings. 





America’s investment in houses is 80 
billion dollars. 





One MBA member writes that the 
mortgage business today is like a wheel- 
barrow: It stands still until somebody 
gets behind it and lifts and pushes. 





And another ends a letter by saying 
that “You can’t be a howling success in 
the loan business these days by simply 
howling.” 








